The purpose of this paper is twofold, first, it examines the association of non-executive chairman and the quality of financial earnings and second, it examines the role of audit quality and non-executive chairman in earnings quality. This paper uses the modified jones model and the performance adjusted modified Jones model considering two cash flow methods of total accrual and perform regression analysis on the energy sector firms from the year 2010-2012. The study result does not find any significant association of earnings management and non-executive director and audit quality in the Australian context. This finding raises concerns regarding the effectiveness of such a corporate governance mechanism to maximize monitoring over the operation of the firm.
interest. On the contrary, stewardship theorists of corporate governance believe that the dual role of chairman and CEO will enhance the decision-making process and will allow the firms improved performance (Harris & Helfat, 1998) .
Previous studies on leadership structure have documented weak, insignificant relationship CEO duality (CEO duality refers to the chairman of the board is also the CEO of the firm) and financial quality (Kao and Chen, 2004; Davidson et al. 2005) . Although the separation of chairman role and CEO role (CEO and Chairman different person) seems important, researchers argue that this separation does not confirm the independence of the chairman, leading to the independence of the board. Arguably, the chairman who holds an executive position in the same firm or is an internal member of the firm is more likely to engage in earnings management activity than chairman who is an independent non-executive director. Therefore, this paper will try to extend the past studies on the duality of the chairman by proposing the following research question:
Do listed firms with the non-executive chairman on the board are less likely to engage in earnings management activity?
Past studies have shown mixed findings in this regard. Kao & Chen (2004) and Davidson et al. (2005) fail to find any empirical support on the association between chairman duality and earnings management. However, Lin (2011) has found a significant association with chairman independence and discretionary accrual. Again, Cadbury Committee corporate governance guidelines (1992) also recommend the independence of the chairman of the board as a part of the internal governance mechanism. It assumes that boards' ability to perform an independent monitoring role is weakened when the chairman is also the executive board member and which in turn can affect the quality of financial indicators. These lead to our first hypotheses: H1: Firms with non-executive chairman are associated with less earnings management.
Again, there is international evidence that Big4 audit firms provide -high-quality audit services, higher accuracy concerning future stock returns. (Lin, 2011) . Investors also tend to have a perception that financial reports audited by Big4 audit firms have higher quality. However, the findings are mixed. DeAngelo (1981) analytically demonstrates that large audit firms (Big 4 auditors) are likely to provide high-quality audits than small audit firms. Wu and Li (2006) find that firms audited by Big 4 are associated with a lower level of earnings management, measured by discretionary accruals. These studies generally suggest that the Big four auditors' higher levels of audit quality should be associated with lower levels of earnings management.
On the contrary, Liu and Zhou (2007) find that the association is statistically insignificant. Many studies have used audit firm size (Big4 vs the Non-Big 4) as a proxy for audit quality (Davidson and Neu, 1993; Becker et al., 1998; Cai et al., 2005) . Though there is less evidence of conformity of the audit quality of big4 and non-big4 firms, the external audit quality is considered to be an important external corporate governance mechanism in monitoring the financial quality of the firm. These leads to the next two hypotheses: H2 (i): Firms audited by Big4 firms are associated with less earnings management. H2 (ii): Ceteris Paribas, firms audited by Big4 firms, and having non-executive chairman on the board are associated with less earnings management.
Research Methodology

Sample Selection and Assumptions
This study used the Australian listed firms from 2007-2012 across the following eight GICS sectors-consumer discretionary, consumer staples, energy, materials, industries, health care, information technology, and telecommunications. First, a total of 12958 observations are pulled from the database from the years 1989-2013 considering the scope of this paper (relevant year and industry). Second, this paper created a dummy variable to avoid the issue of the same financial year due to the change in balance-sheet date and excluded the firm-year observations that contain two or more balance-sheet date in the same financial year. Third, sample data containing invalid, missing value for the key variables-total asset, total liability, lagged total assets, operating revenue, reported NPAT before abnormal, reported NPAT after abnormal and net cash from operations were also excluded from the sample. Further, the sample data that shows zero total assets are also excluded from the final dataset resulting in a total of 4653 firm-year observations for eight sectors from the year 2007-2012.
As this paper specifically examines the association between executive chairman, audit quality, and earnings management, data regarding all the firms in 'Energy Sector' from the year 2010-2012 were collected resulting in a total of 293 firm-year observations. This is considerably a small sample considering the whole number of firms in the energy sector. This paper classifies the non-executive chairman and audit firm (Big 4) based on the single year 2012 and assumes that the position of the chairman and the audit firm remained the same in the previous period. This might result in a bias in the result as the changes within a firm during the mentioned period is not considered.
Variable Measurements and Model Specification
Discretionary Accrual Model
This paper applies a cross-sectional modified Jones model (hereafter, MJ) that separates total accruals (TA) into discretionary accruals (DAC) and non-discretionary accruals (NDAC) to detect earnings management as per Dechow et al. (1995) . Dechow et al. (1995) argue that the modified Jones model exhibits the most powerful test in detecting earnings management compared to the original Jones (1991) model. MJ model assumes that the non-discretionary component of total accrual is a function of the changes in revenues, changes in receivables, and the level of property, plant and equipment (PPE) which drives working capital requirements and depreciation charges. This paper also used the performance-adjusted modified Jones model (PJ) in estimating earnings management. As per Kothari et al. (2005) , the performance-adjusted model has less misspecification compared to other models. This paper uses a cash-flow approach in estimating total accrual, which is considered to be superior to the balance-sheet approach (Hribar & Collins, 2002) . In this approach, the TA is estimated as follows-Method 1: TA = Operating Profit after Tax ( GICS item 8020 ) -Cash from operating activities (GICS item 9100)
Method 2: TA = Operating Profit after Tax -excluding Net Abnormal items (GICS item 8020) -Cash from operating activities (GICS item 9100) This paper uses linear regression to estimate discretionary accruals under the two model in two methods each, totaling four models-modified Jones Model, with TA estimated using method 1 (MJ1) and with TA using method 2 (MJ2), Performance-adjusted modified Jones model, with TA estimated in method 1(PJ1) and TA estimated in method 2 (PJ2). are assigned 1 and firms that belong to non-audit firms is assigned 0. In the above model, the independent variables are NExd and BigN and the control variables are -firm size (lnTAsset), leverage (Lev) and cash flow from operating activity (CFO). Previous studies have used several control variables for the corporate governance mechanism study. Firm size, leverage, and cash flow are considered to the most used control variable. However, due to the unavailability of data, this study could not use other control variables considered to be important for studies of similar interest.
Modified Jones Model
In this paper, DAC is obtained by the regression of unstandardized residuals (URES) based on the modified Jones Model and Performance -adjusted modifies Jones. In addition to that, separate regression is performed on the absolute value of unstandardized residuals (ABRES) based on both models.
Results
Descriptive Statistics
The descriptive statistics for whole 4653 observations for the period of 2007 to 2012 before and after exclusion of unstandardized residuals greater than three times the standard deviation for each variable under discretionary accrual is presented in Table 1 . The table shows that after the exclusion of seventy-four outliers in the unstandardized residual method, the maximum total accrual under both method 1 and method has decreased substantially. From Table 1 it is observed that this change has occurred largely due to the exclusion of outliers that has the lowest ROA. exclusion of observations with any residuals higher than three times the standard deviation and Panel B shows statistics after exclusion observations of such residuals and Panel C shows statistics after exclusion of observations through 'cook's distance. The detail description of how the cook's distance will be analyzed is discussed in the next section. Table 2 shows that only 5 outliers are excluded and the maximum value for change in sales and ROA is reduced in panel B and panel B also shows similar outcomes with deduction of 4 influential observations. This also confirms that the change is mainly due to outliers in ROA. Both in 'unstandardized residual' and cook's distance method the outcome is similar with no major observable deviations Table 3 below presents descriptive statistics on for unstandardized residuals under the four models for all sectors from the year 2007 to 2012. The table showed that all the models have a mean value of the residual (error term) very close to zero. The histogram and scatter diagram shown in figure -P1 enclosed, shown that the error terms are fairly normally distributed and the scatter diagram also does not show any obvious patterns other than some outliers. So, from the normality test, we can assume that the residual distribution is fairly normal with no obvious departure from the assumption of independence. So, the residuals conform to the assumptions of OLS regression. Table 4 reports the descriptive statistics of the continuous and dichotomous variables used in this study for all the firm-year observations in the energy sector from the year 2010 to 2012(a total of 293 firm-year observations). This table shows various dependent variables of discretionary accrual measures (unstandardized residuals and the absolute value of unstandardized residuals) under the four models namely MJ1, MJ2, PJ1 and PJ2. The mean values of unstandardized residuals are slightly lower in all four methods compared to the mean values under absolute unstandardized residuals. In terms of non-executive board chairman in the energy sector, more than half of the board members are non-executive (nearly 79 percent) and more than half of the audit firms are Big4. From the descriptive statistics, we can assume that the independent variables have favorable percentages to run a regression and the observations are not biased in any direction. Table P4 in the Appendix shows the descriptive statistics of the outlier observations. Out of the 74 outliers energy sector contains only five outliers. These outliers are with a higher level of mean, standard deviation and maximum value.
Correlation Analysis
Table 5, Panel A shows the Pearson Correlation Matrix for all sectors across the year 2007-2012. This correlation is performed after the exclusion of outlier selected by 'unstandardized residual' and cook's distance. These selection criteria will be discussed in the next section. Concerning the correlation among variables in the modified Jones model (MJ) and Performance matched modified Jones model, the correlation matrix tested in the study confirms no multicollinearity exists between variables except with ROA and lagged total asset (0.52). Additionally, panel B reports Pearson Correlation Matrix for the energy sector for the year 2010-2012. The cash flow from operating activity (CFO) is averagely correlated with the total assets of the firm. Again, there is a fir correlation between Big4 and the total asset of the firm. So, multicollinearity can be a concern. However, Davidson et al. (2005) also revealed similar concerns with extreme earnings and cash flows in the Australian context. 
Multivariate Analysis
This paper has performed unstandardized residuals (URES) based on the modified Jones model and performance-matched modified Jones model. Additionally, separate regression is performed on the absolute value of unstandardized residuals (ABRES) based on both models. Before this analysis, two separate steps have been performed to exclude extreme values of URES and ABRES. First, this paper excludes the sample firms whose residuals from the initial regressions are more than three times the standard deviation. This step excludes the sample firms to minimize the number of outliers. Tabachnick and Fidell (2007) define outliers as the observations with standardized residuals above 3. Second, this paper selects only cases where 'Cook's Distance' is less than 3. Cook's distance helps to check whether any strange case is having undue influence on the results for the model as a whole or not. This paper uses cooks distance less than s due to the large sample size. Table 6 below shows regression results for the two models under two methods (total four) before the exclusion of outliers for the energy sector from the years 2010-2012. It can be seen that the R square for the model PJ1 and PJ2 is much higher than model MJ1 and MJ2. The significance level for PJ1 and PJ2 is also higher than the other two models. This might mean that the performance adjusted modified Jones model has more explanatory power than the other two models. Table 7 shows the regression results of the four models for the energy sector after the exclusion of sample firms whose residuals from the initial regression are more than 3 standard deviations from zero. After excluding the value the regression result shows higher R square value across four models from the year 2010 to 2012. The detail significance level is shown in Table P2 in the appendix shows that the significance level has increased. Overall, by excluding the outliers through unstandardized residual the results do not show can significant changes compared to the R square value of the original residual. As the outlier only amounts to a small number considering the overall sample size, this might be a reason for this smaller change. Table 8 reports the regression results of the four models for the energy sector from the years 2010-2012 after the exclusion of observations whose residuals have a cook distance greater than three. The R square across is quite similar except for a slight change in MJ2 and PJ2 in the year 2011. This might be the case because of the outlier in the year 2011. Again, PJ1 and PJ2 show much higher R square and most of the variables show the significant statistical level (Table P3 , Appendix) This part of the paper will do the test for the three hypotheses. After the exclusion of extreme values of URES and ABRES, the observations are reduced to 288 firm-years. Table 9 shows regression results for unstandardized residuals for the energy sector from the year 2010-2012. The results show that there is not sufficient evidence to reject the null hypothesis. Neither Big4 audit firms nor the non-executive chairman has a significant association with earnings management at the 5percent level of the p-value. This result is consistent with Kao and Chen (2004) and Davidson et al. (2005) that fail to find any significant association of non-executive chairman and earnings management. The result of the association between Big 4 audit firm and earnings management is also not statistically significant which confirms prior study findings (Lin, 2011) . This paper can only find the relationship between CFO and earnings management but no other control variables seem to have an association with earnings management. Again, on conformity with prior findings, this regression analysis also shows that the performance adjusted modified Jones model has a greater R square than the modified Jones model. 
Sensitivity Analysis
This paper also performs a sensitivity analysis to test the robustness of the study by splitting the sample at the median firm size using the total asset variable. First, the total asset is substituted with a dummy variable taking the value of 1 if the total assets more than the median value and taking value 0 if total assets are less than the median. Regressions are re-run for unstandardized residuals and absolute unstandardized residuals. Table 11 shows the coefficients and their significance level consistent with the result for the original regression. R-square value is higher in the performance adjusted modified Jones model than in the modified jones model and CFO has a significant association with earnings management.
Similarly, Table 12 shows the same results for coefficient and significant level of variables under the regression analysis of absolute unstandardized residuals. In short, none of the variables include firm size as statistically significant. Therefore, these results show that earnings management is not sensitive to firm size. This paper also performs additional sensitivity tests by excluding negative cash flow firms on the assumption that non-executive chairman or Big4 audit firm is irrelevant in a negative cash-flow firm. After exclusion of the negative cash flow firms' regression is run again for each model under unstandardized residual and absolute unstandardized residuals. The results are documented in table-13. The results reveal that after the exclusion of negative cash flow firm CFO and leverage shows statistically significant results, which might indicate these variables statistically significant association with earnings management. 
Discussion
This paper examines the relationship between the non-executive board chairman and the earnings quality and also the relation of non-executive chairman on the board and Big 4 firm in earnings quality. In all four models, the coefficient for non-executive board chairman and Big4 is not significant. These findings are consistent with prior studies from Kao and Chen (2004), Davidson et al. (2005) and Lin (2011). These results suggest that depending on the diversification strategy taken by the firm's non-executive chairmanship, the audit quality does not influence the decision process of the daily operation of the firm. This might happen because a non-executive independent chairperson might not have daily contact or monitoring in the operation of the firm.
The external audit quality also does not seem to influence the decision making of the firm. Researchers argue that when the management dominates or controls the boards and influences nominations of an independent chairman, then the non-executive directors' monitoring role might be questionable. Researchers also argue that independent chairman might lack expertise, skills and knowledge necessary for the monitoring role and that might affect their monitoring quality. Audit quality might also be in question if the audit firm's tenure with the client firm is for a long period. Audit quality might also be jeopardized if the external audit firm has a huge non-audit service with the audit client. These other factors might help to explain the insignificant findings found in this study.
This result might have implications for regulators and policymakers concerned to minimize the earnings management and improve financial report quality. The non-significant association audit quality proxies by big 4 audit firm and non-executive chairman and earnings management raise concerns on the effectiveness of these variables as external and internal monitoring mechanisms of corporate governance.
Limitations and Future Research
The first limitation visible in this paper is, this study examines the relationship between non-executive board chairpersons based on only energy sector firms, 293 firm-year observations from the year 2010-2012. This sample size is too small to study and limits the generalization of the results to other sectors as well. This small sample size also might have affected the results. Second, this paper assumes that the big 4 position and non-executive chairman position remained the same over the period, which again biases the selection and the assumption limits the interpretation of the results. Future studies can look at the earnings increasing or decreasing behavior considering a wide range of control variables. Studies can also look as board composition, board member skill and expertise and its effect on earnings management. (2005) use Net Income before interest and tax and scaled it by the average total assets, but in this paper for simplicity of calculations and lack of sufficient data EBIT is scaled by lagged total asset.
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